Point of sale assessment, 2009 December by Ulbrich, Holley Hewitt
   
 
   
 
   
 
     
     
     
     
      
    
      
    
   
     
     
       
      
    
     
     
     
    
    
    
      
 
         
      
          
        
       
         
        
        
         
  
        
         
         
       
         
         
         
         
          
       







   
    
   
    
    
     
  
    
   
   
    
   
  
  
    
  
    
   
December 2009
Point of Sale Assessment
Holley H. Ulbrich
One of the most contentious issues facing the General Assembly in 2010 is the proposed
revision of the 2006 assessment cap legislation that provides for the reassessment of real
property based on market value when it is sold. The bill, H. 3272, would limit the increase in a
property’s taxable value at the point of sale to 15 percent.
H. 3272 raises a number of issues, including its effect on local government revenue growth and
local government bond ratings, but most of the arguments in support of the bill are based on
the issue of equity, or fairness. The equity arguments that are being put forth for H. 3272 and
repealing the provision that property be reassessed at market value at the time of sale show a
fundamental lack of understanding of the economics of the real estate market. A simple
example might help to make that clear.
Suppose that you own an apartment complex that is currently assessed at $2 million. It is on
the tax rolls at 6 percent of market value, or $120,000. You want to sell it. You, the realtor,
and the buyer all agree that, without any change in its taxable value, it would be worth $2.8
million—a 40 percent increase. The property tax rate in this particular location is 250 mills
(about the state average), so the tax bill is currently $30,000. However, if you sell it, the
assessment will go up to $168,000 and the taxes will go up to $42,000. Furthermore, those
taxes will remain that high. Everyone involved in this debate would agree up to this point.
Here is where the disagreement starts. If the real estate market responds to price signals, a tax
increase makes the property less valuable, so the buyer would insist on a price reduction to
compensate for the tax increase. Mathematically, the tax increase reduces the fair sale price to
$2.5 million. The seller gets a smaller capital gain, and the buyer is basically getting the same
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2Point of Sale Assessment
deal—a lower purchase price in exchange for higher tax liability. So if realtors are arguing that
the reassessment at point of sale means that deals don’t happen, they are saying that prices in
the real estate market do not adjust to reflect future property tax obligations. That’s hard to
believe.
Where is the unfairness in that situation? As long as the owner doesn’t sell, under current law
he is getting the benefit of paying taxes on less than the market value of the property. What has
really happened is that the seller has enjoyed the benefit of a deferred tax increase. If the
property is not sold, at the next reassessment the assessed property value will go up, but only
to $2.3 million because of the 15 percent cap. Taxes will also go up by 15 percent, to $34,500.
When the owner sells the property at a lower price because of the reassessment at point of
sale, he still gets a capital gain. In our example, the capital gain would be only $500,000 instead
of $800,000, but he has also had the benefit of lower property taxes in the intervening years.
Local government will never recoup those lost tax revenues. The obligation to pay for local
government is shifted to all other property in the form of either higher mill rates or reduced
public services.
A second complaint is that this property will now pay more taxes than a similar property that
was not sold. As a result, reassessment discourages sales of existing properties from one owner
to another. But if the value of the property increases by more than 15 percent over five years,
eventually the owner will want to sell and reap that gain in value, even if the gain is a little
smaller because of reassessment.
If the owner chooses not to sell, it doesn’t really affect anyone other than realtors and lawyers,
who see fewer transactions. No jobs are created or lost. But consider what happens to new
construction. A newly constructed similar apartment complex would go on the books at $2.8
million—or $2.5 million if that assessed value accurately reflected the future property tax
liability. So the assessment cap may discourage sales of existing properties, but the lack of
reassessment to market value at point of sale clearly discriminates against new construction.
New construction does create jobs, unlike turnover of existing properties.
The problem lies not in reassessment at point of sale but in the assessment cap itself, as the
eleven other states with assessment caps have learned. Assessment caps create inequities in tax
liabilities between property that is sold and reassessed at market value and property that is not
sold. Assessment caps favor existing properties at the expense of new construction. Which is
more important, encouraging new construction or encouraging property turnovers?
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Assessment caps were advertised as protecting property owners from being forced to sell their
property because they can’t afford to pay the increased property taxes on a rapidly rising
market value. (South Carolina property taxes are still very low by national standards).
Homeowners in particular were held up as in need of protection from reassessment. But all
reassessment at market value really does is reduce the amount of capital gain that the owner
reaps when he does finally sell the property.
If we want to prevent forcing property owners from losing—or selling—their homes because of
higher property taxes, we need to do what many other states do. They offer income tax
rebates for property taxes in excess of a certain percentage of income for lower-income
households. That policy targets those in need of relief while ensuring that the rest of us pay our
fair share of the cost of providing essential public services, based on the value of property that
we own.
Holley H. Ulbrich is Alumni Professor Emerita of Economics at Clemson University and
Senior Fellow of the Strom Thurmond Institute.
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